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To:	
   	
   Mary	
  Nichols,	
  Chair	
  
	
   	
   California	
  Air	
  Resources	
  Board	
  
	
  
Fr:	
   	
   Climate	
  Change	
  Policy	
  Coalition	
  
	
  
Date:	
  	
   November	
  4,	
  2016	
  
	
  
Re:	
   California	
  Air	
  Resources	
  Board’s	
  Consideration	
  of	
  the	
  Proposed	
  

Amendments	
  to	
  the	
  Cap-­‐and-­‐Trade	
  Regulation	
  
	
  	
  

	
  

The	
  Climate	
  Change	
  Policy	
  Coalition	
  (CCPC)	
  is	
  a	
  coalition	
  of	
  business	
  and	
  
taxpayer	
  groups	
  working	
  for	
  effective	
  implementation	
  of	
  California’s	
  climate	
  
policies	
  (AB	
  32	
  and	
  SB	
  32).	
  CCPC	
  represents	
  regulated	
  entities	
  subject	
  to	
  the	
  
cap-­‐and-­‐trade	
  program,	
  and	
  our	
  goal	
  is	
  to	
  provide	
  a	
  constructive	
  voice	
  in	
  how	
  
program	
  improvements	
  are	
  proposed	
  and	
  design	
  element	
  updates	
  are	
  adopted	
  
by	
  the	
  California	
  Air	
  Resources	
  Board	
  (ARB).	
  
	
  
These	
  comments	
  are	
  in	
  response	
  to	
  the	
  ARB’s	
  ‘Proposed	
  Amendments	
  of	
  the	
  
Cap-­‐and-­‐Trade	
  Regulation’	
  workshop	
  conducted	
  on	
  October	
  21,	
  2016	
  [informal	
  
15-­‐day	
  comment	
  period].	
  	
  	
  
	
  
15-­‐Day	
  Comment	
  Period:	
  
	
  
As	
  stated	
  in	
  CCPC,	
  earlier	
  comments	
  in	
  September	
  2016,	
  we	
  believe	
  the	
  cap-­‐
and-­‐trade	
  program	
  can	
  become	
  an	
  effective	
  regulatory	
  program	
  to	
  reduce	
  
emissions	
  in	
  a	
  cost	
  effective	
  manner	
  that	
  maintains	
  the	
  competitiveness	
  of	
  
California’s	
  businesses	
  –	
  but	
  how	
  that’s	
  done	
  can	
  make	
  or	
  break	
  California’s	
  
economy.	
  	
  We	
  remain	
  concerned	
  that	
  the	
  use	
  of	
  15-­‐day	
  comment	
  periods	
  is	
  
insufficient	
  for	
  stakeholders	
  to	
  properly	
  review	
  and	
  add	
  constructive	
  
substantive	
  comments	
  for	
  such	
  an	
  integral	
  part	
  of	
  California’s	
  climate	
  change	
  
policies.	
  	
  We	
  recommend	
  ARB	
  Board	
  direct	
  staff	
  to	
  work	
  within	
  the	
  45-­‐day	
  
comment	
  period	
  framework(s)	
  moving	
  forward	
  to	
  ensure	
  the	
  end	
  product	
  is	
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the	
  best	
  designed	
  and	
  can	
  be	
  sustained.	
  
	
  
The	
  Importance	
  of	
  a	
  Well	
  Designed	
  Cap-­‐and-­‐Trade	
  Program:	
  
	
  
The	
  ARB	
  cap-­‐and-­‐trade	
  regulation	
  amendments	
  workshop	
  conducted	
  on	
  Friday	
  
[October	
  21,	
  2016]	
  regrettably	
  created	
  more	
  uncertainty	
  with	
  regard	
  to	
  the	
  
proposed	
  amendments	
  to	
  the	
  regulation.	
  	
  These	
  problems	
  continue	
  to	
  include	
  
critical	
  design	
  flaws	
  which	
  should	
  be	
  addressed	
  as	
  we	
  move	
  forward	
  in	
  the	
  
regulatory	
  process.	
  	
  
	
  

Allowance	
  Allocation	
  Formula:	
  
	
  
The	
  revised	
  allowance	
  allocation	
  formula	
  from	
  the	
  October	
  workshop	
  has	
  
raised	
  concerns	
  among	
  businesses	
  in	
  the	
  regulated	
  community.	
  	
  ARB	
  
must	
  take	
  into	
  consideration	
  any	
  unintended	
  consequences	
  that	
  will	
  
result	
  in	
  the	
  competitiveness	
  of	
  our	
  California	
  producers	
  along	
  with	
  
economic	
  and	
  emissions	
  leakage	
  that	
  will	
  occur	
  should	
  the	
  allocation	
  
formula	
  become	
  too	
  rigid.	
  
	
  
Reductions	
   in	
  GHGs	
   are	
   driven	
   by	
   the	
   cap,	
   not	
   by	
   allowance	
   allocation.	
  
Reductions	
   in	
   GHGs	
   are	
   improved	
   if	
   the	
   state	
   minimizes	
   leakage	
   as	
  
required	
  in	
  AB	
  32	
  38562(b)(7)	
  because	
  leakage	
  causes	
  emissions	
  outside	
  
of	
   the	
  cap	
  to	
   increase.	
  The	
  program	
  can	
  better	
  meet	
  California’s	
  climate	
  
goals	
  by	
  extending	
  the	
  full	
   industry	
  assistance	
  factor.	
  For	
  these	
  reasons,	
  
we	
  recommend	
  that	
  ARB	
  extend	
  full	
  industry	
  assistance	
  factor	
  into	
  future	
  
compliance	
  periods.	
  	
  
	
  
Energy	
  Intensive	
  Trade	
  Exposure	
  [EITE]:	
  

	
  
By	
  the	
  authors’	
  own	
  admissions	
  the	
  academic	
  studies	
  being	
  relied	
  upon	
  
by	
  ARB	
  staff	
  contain	
  a	
  number	
  of	
  areas	
  of	
  caution	
  or	
  caveats	
  within	
  the	
  
studies.	
  	
  We	
  recommend	
  the	
  Board	
  direct	
  staff	
  to	
  continue	
  to	
  not	
  only	
  
work	
  with	
  the	
  researchers	
  but	
  also	
  the	
  regulated	
  industries.	
  	
  These	
  
industries	
  have	
  a	
  more	
  comprehensive	
  view	
  of	
  the	
  methodologies	
  that	
  
should	
  be	
  employed	
  rather	
  than	
  the	
  ‘apples	
  to	
  oranges’	
  approach	
  the	
  
studies	
  have	
  now	
  employed.	
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The	
  difficulty	
  of	
  accurately	
  evaluating	
  the	
  impact	
  of	
  California-­‐only	
  policy	
  
vis-­‐à-­‐vis	
  EITE	
  industries	
  is	
  demonstrated	
  in	
  the	
  deficiencies	
  in	
  these	
  
studies.	
  	
  Given	
  this	
  uncertainty,	
  policy	
  makers	
  must	
  retain	
  focus	
  on	
  the	
  
primary	
  goal,	
  reduced	
  emissions.	
  	
  It	
  is	
  crucial	
  that	
  policy	
  not	
  place	
  an	
  
anti-­‐industry	
  bias	
  above	
  this	
  environmental	
  goal.	
  

	
  
AB	
  197:	
  
	
  
The	
  October	
  21,	
  2016	
  workshop	
  presentation	
  contained	
  only	
  two	
  slides	
  
dedicated	
  to	
  AB	
  197.	
  	
  It	
  is	
  critical	
  to	
  note,	
  how	
  the	
  bill	
  language	
  will	
  be	
  
interpreted	
  and	
  implemented	
  could	
  create	
  higher	
  costs	
  to	
  our	
  climate	
  
change	
  policies.	
  	
  CCPC	
  along	
  with	
  other	
  like-­‐mind	
  groups	
  oppose	
  using	
  
the	
  cap-­‐and-­‐trade	
  program	
  to	
  respond	
  to	
  AB	
  197.	
  	
  This	
  issue	
  will	
  require	
  
a	
  lot	
  of	
  thought	
  and	
  input	
  from	
  all	
  stakeholders	
  –	
  especially	
  those	
  in	
  the	
  
regulated	
  cap-­‐and-­‐trade	
  program.	
  	
  Further	
  CCPC	
  members	
  continue	
  to	
  
oppose	
  any	
  design	
  that	
  included	
  facility-­‐specific	
  reductions	
  (as	
  suggested	
  
on	
  slide	
  14).	
  

	
  
ARB	
  Executive	
  Officer	
  Richard	
  Corey	
  stated	
  in	
  a	
  letter	
  (September	
  17,	
  
2015)	
  to	
  BAAQMD	
  Executive	
  Officer	
  Jack	
  Broadbent,	
  “...a	
  local	
  cap	
  on	
  Bay	
  
Area	
  refinery	
  emissions,	
  which	
  are	
  already	
  regulated	
  by	
  California’s	
  Cap-­‐
and-­‐Trade	
  Program,	
  would	
  not	
  provide	
  any	
  additional	
  GHG	
  emissions	
  
reductions	
  beyond	
  the	
  statewide	
  cap.”	
  
	
  
That	
  logic	
  for	
  the	
  Bay	
  Area	
  should	
  apply	
  across	
  the	
  state	
  with	
  regard	
  to	
  
facility-­‐specific	
  caps.	
  
	
  
CCPC	
  has	
  specifically	
  asked	
  for	
  an	
  update	
  to	
  learn	
  how	
  ARB	
  intends	
  to	
  
integrate	
  or	
  overlay	
  AB	
  197	
  language	
  with	
  the	
  Adaptive	
  Management	
  
Tool	
  along	
  with	
  OEHHA’s	
  CalEnviroScreen	
  3.0.	
  	
  To	
  date	
  that	
  update	
  has	
  
not	
  been	
  scheduled.	
  	
  	
  

	
  
The	
  above	
  comments	
  are	
  a	
  direct	
  response	
  to	
  the	
  October	
  21st	
  workshop,	
  
however	
  the	
  below	
  issue	
  remain	
  of	
  concern	
  to	
  CCPC	
  members	
  as	
  ARB	
  moves	
  
forward	
  with	
  the	
  cap-­‐and-­‐trade	
  regulatory	
  amendments.	
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September	
  2016	
  Comments	
  Submitted	
  Regarding	
  Amendments	
  to	
  the	
  
Cap-­‐and-­‐Trade	
  Regulation:	
  
	
  

ARB	
  Lacks	
  Statutory	
  Authority	
  to	
  Set	
  Post-­‐2030	
  Allowance	
  Budgets	
  
	
  
SB	
  32	
  (Pavley)	
  does	
  not	
  authorize	
  the	
  Governor	
  or	
  the	
  ARB	
  to	
  establish	
  a	
  
greenhouse	
  gas	
  emissions	
  limit	
  that	
  would	
  be	
  applicable	
  after	
  2030	
  –	
  and	
  
in	
   passing	
   this	
   legislation,	
   lawmakers	
   made	
   clear	
   that	
   they	
   shall	
   have	
  
oversight	
  of	
  climate	
  change	
  policies	
  going	
  forward.	
  	
  We	
  recommend	
  that	
  
ARB	
  remove	
  post-­‐2030	
  caps	
  from	
  this	
  rulemaking.	
  

	
  
Lack	
  of	
  Post-­‐2020	
  Design	
  Detail	
  Impedes	
  Stakeholder	
  Input	
  
	
  
CCPC	
  objects	
  to	
  the	
  lack	
  of	
  critical	
  regulatory	
  detail	
  regarding	
  several	
  
2030	
  design	
  elements	
  in	
  the	
  proposed	
  regulation.	
  	
  There	
  is	
  no	
  way	
  to	
  
analyze	
  the	
  economic	
  impacts	
  of	
  the	
  proposed	
  2020-­‐2030	
  cap	
  due	
  to	
  the	
  
lack	
  of	
  information	
  on	
  trade	
  exposure	
  status,	
  holding	
  limits	
  or	
  other	
  cost	
  
containment	
  policies	
  (besides	
  APCR).	
  The	
  mix	
  of	
  covered	
  entities	
  and	
  the	
  
amount	
  of	
  emissions	
  will	
  change	
  over	
  time	
  and	
  the	
  new	
  2030	
  goal	
  is	
  very	
  
stringent,	
  the	
  rationale	
  for	
  the	
  cap	
  number	
  should	
  be	
  more	
  robust	
  than	
  
simply	
  that	
  ARB	
  applied	
  the	
  same	
  percentage	
  as	
  in	
  2010’s	
  rulemaking.	
  	
  It	
  
is	
  not	
  clear	
  why	
  it	
  is	
  necessary	
  to	
  make	
  the	
  cap	
  for	
  cap-­‐and-­‐trade	
  more	
  
stringent	
  than	
  the	
  overall	
  state	
  goal	
  of	
  256.6.	
  
	
  
This	
  current	
  and	
  ambiguous	
  approach	
  limits	
  stakeholder	
  input	
  and	
  may	
  
constrain	
  the	
  scope	
  of	
  what	
  ARB	
  can	
  consider	
  in	
  subsequent	
  15-­‐day	
  
changes.	
  
	
  
Offsets	
  Must	
  Be	
  Expanded	
  to	
  Capture	
  Additional	
  Cost	
  Containment	
  
and	
  Emissions	
  Reduction	
  Benefits	
  
	
  
Offsets	
   are	
   a	
   proven	
   and	
   cost-­‐effective	
   means	
   of	
   meeting	
   AB	
   32	
  
compliance	
   obligations.	
  	
   They	
   are	
   also	
   an	
   effective	
   means	
   of	
   achieving	
  
significant	
   GHG	
   emissions	
   reductions	
   in	
   other	
   jurisdictions	
   which	
   lack	
  
GHG	
   regulatory	
   programs.	
  	
   Expanded	
   and	
   expedited	
   use	
   of	
   offsets	
   is	
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consistent	
   with	
   ARB’s	
   statutory	
   obligation	
   to	
   achieve	
   the	
   maximum	
  
technologically	
  feasible	
  and	
  cost-­‐effective	
  GHG	
  emissions	
  reductions.	
  	
  For	
  
example,	
  authorization	
  of	
  sector-­‐based	
  offsets	
  will	
  be	
  critical	
  to	
  ensuring	
  
adequate	
   offset	
   supply	
   in	
   future	
   compliance	
   periods,	
   and	
   as	
   ARB	
   has	
  
observed,	
   should	
   be	
   incorporated	
   into	
   the	
   cap-­‐and-­‐trade	
   regulation	
   in	
  
advance	
  of	
  the	
  third	
  compliance	
  period.	
  
	
  
Allowance	
   Price	
   Containment	
   Reserve	
   (APCR)	
   Design	
   Increases	
  
Costs	
  and	
  Decreases	
  Liquidity	
  Conflicting	
  with	
  ARB’s	
  Objectives	
  

	
  
A	
   new	
   proposed	
   provision	
   allows	
   ARB	
   to	
   transfer	
   unsold	
   allowances	
  
from	
  the	
  Current	
  Auction,	
  if	
  unsold	
  for	
  24	
  months	
  after	
  their	
  initial	
  sale	
  	
  
	
  
date,	
  to	
  be	
  transferred	
  to	
  the	
  APCR	
  and	
  made	
  available	
  through	
  a	
  Reserve	
  
Sale.	
  This	
  process	
  would	
  come	
  into	
  effect	
  January	
  1,	
  2018.	
  
	
  
ARB’s	
  proposed	
  method	
  of	
   continuing	
  allowance	
  diversions	
   from	
  annual	
  
budgets	
   and	
   proposing	
   to	
   funnel	
   unsold	
   allowances	
   into	
   the	
   APCR	
   is	
  
concerning.	
  	
  	
  
	
  
Artificially	
   raising	
   costs	
   conflicts	
   with	
   AB	
   32’s	
   statutory	
   objective	
   to	
  
develop	
  market	
  mechanisms	
  as	
   cost-­‐effectively	
  as	
  possible.	
   It	
   could	
   lead	
  
to	
   a	
   very	
   large	
   APCR	
   decreasing	
   liquidity	
   in	
   the	
   overall	
   market.	
   	
   ARB’s	
  
stated	
  desire	
  to	
  increase	
  market	
  liquidity	
  (ISOR	
  Executive	
  Summary,	
  pp.	
  7)	
  
conflicts	
  with	
   the	
   APCR	
   changes.	
   ARB	
   should	
   continue	
   to	
   return	
   unsold	
  
allowances	
  to	
  the	
  auction.	
  
	
  
Emission	
  Reductions	
  and	
  Relative	
  Cost-­‐Effectiveness	
  of	
  Each	
  
Measure	
  
	
  
Robust	
  and	
  regular	
  oversight	
  and	
  informational	
  hearings	
  must	
  
accompany	
  any	
  post-­‐2020	
  climate	
  policies.	
  	
  We	
  believe	
  ARB	
  should,	
  at	
  a	
  
minimum,	
  review	
  each	
  current	
  regulation	
  resulting	
  from	
  AB	
  32	
  and	
  
determine	
  if,	
  (1)	
  the	
  regulation	
  has	
  accomplished	
  the	
  intended	
  GHG	
  
reduction	
  objectives	
  or,	
  (2)	
  if	
  the	
  regulation	
  has	
  failed	
  to	
  achieve	
  its	
  goal	
  
and	
  may	
  simply	
  have	
  placed	
  undue	
  burdens	
  on	
  California’s	
  businesses	
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and	
  consumers	
  without	
  reducing	
  our	
  GHG	
  emission	
  levels,	
  and	
  (3)	
  if	
  
there	
  were	
  a	
  more	
  effective	
  means	
  of	
  achieving	
  the	
  intended	
  reduction.	
  	
  
Each	
  measure	
  adopted	
  in	
  the	
  2030	
  Target	
  Scoping	
  Plan	
  and	
  
accompanying	
  regulations	
  should	
  be	
  held	
  to	
  the	
  same	
  standards	
  of	
  
accountability.	
  
	
  
Appendix	
  F	
  
	
  
The	
   regulations	
   and	
   implementation	
   of	
   the	
   provisions	
   of	
   California’s	
  
greenhouse	
  gas	
  policies	
  will	
  have	
  significant	
  impact	
  on	
  businesses	
  within	
  
the	
   state,	
   particularly	
   those	
   in	
   the	
   industrial	
   sector	
   that	
   are	
   directly	
  
affected	
   by	
   a	
  mandate	
   to	
   report	
   GHG	
   emissions	
   levels	
   or	
   participate	
   in	
  
the	
   cap-­‐and-­‐trade	
   program.	
   As	
   such	
   it	
   is	
   important	
   that	
   the	
   early	
   and	
  
sustained	
   input	
   from	
   a	
   representative	
   group	
   of	
   industrial	
   entities	
   be	
   a	
  
part	
  of	
  ARB’s	
  process	
  to	
  develop	
  regulations	
  in	
  this	
  area.	
  ARB	
  must	
  take	
  
the	
  step	
  to	
  establish	
  an	
  “Industrial	
  Advisory	
  Council”	
  (IAC)	
  to	
  meet	
  on	
  a	
  
regular	
   basis	
   to	
   evaluate	
   and	
   provide	
   feedback	
   to	
   ARB	
   staff	
   during	
   the	
  
regulatory	
  development	
  process	
  in	
  this	
  formal	
  capacity.	
  
	
  
The	
   California	
   Global	
  Warming	
   Solutions	
   Act	
   of	
   2006	
   (AB	
   32)	
   directed	
  
ARB	
   to	
   form	
   the	
   Economic	
   and	
   Technical	
   Advisory	
   Committee	
   to	
   “to	
  
advise	
  the	
  state	
  board	
  on	
  activities	
  that	
  will	
   facilitate	
   investment	
   in	
  and	
  
implementation	
   of	
   technological	
   research	
   and	
   development	
  
opportunities.”	
  In	
  a	
  similar	
  fashion,	
  the	
  IAC	
  would	
  advise	
  ARB	
  regarding	
  
activities	
   that	
   will	
   support	
   industrial	
   activity	
   toward	
   achieving	
  
California’s	
  overall	
  GHG	
  reduction	
  goals.	
  Taking	
  this	
  step	
  would	
  improve	
  
the	
  regulatory	
  development	
  process.	
  	
  

	
  
Conclusion:	
  
	
  
Recently	
  an	
  opinion-­‐editorial	
  authored	
  by	
  two	
  preeminent	
  economists	
  ran	
  in	
  
the	
  Sacramento	
  Bee1	
  stating,	
  “Cap	
  and	
  trade…deserves	
  a	
  central	
  place	
  in	
  the	
  

                                                
1	
  Lawrence	
  H.	
  Golder,	
  Robert	
  N.	
  Stavins	
  (October	
  30,	
  2016)	
  “New	
  emissions	
  targets	
  make	
  cap	
  and	
  trade	
  the	
  
best	
  low-­‐cost,	
  market-­‐based	
  approach”	
  Sacramento	
  Bee	
  http://www.sacbee.com/opinion/op-­‐
ed/soapbox/article110900142.html#storylink=cpy	
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arsenal	
  of	
  weapons	
  California	
  uses	
  to	
  address	
  climate	
  change.	
  Rather	
  than	
  step	
  
away	
  from	
  this	
  progressive	
  policy,	
  the	
  state	
  should	
  increase	
  its	
  reliance	
  on	
  this	
  
progressive,	
  market-­‐based	
  approach.”	
  
	
  
With	
  that	
  said,	
  CCPC	
  reiterates	
  comments	
  submitted	
  earlier	
  and	
  cannot	
  stress	
  
enough	
  the	
  importance	
  of	
  working	
  in	
  collaboration	
  with	
  ARB.	
  	
  Used	
  as	
  a	
  
keystone	
  to	
  California’s	
  climate	
  change	
  policies,	
  a	
  well-­‐designed	
  cap-­‐and-­‐trade	
  
regulation	
  is	
  the	
  only	
  effective	
  way	
  to	
  reach	
  the	
  overall	
  goals	
  of	
  AB	
  32	
  in	
  
reducing	
  GHG	
  emissions	
  and	
  providing	
  effective	
  strategies	
  to	
  help	
  reach	
  the	
  
other	
  significant	
  clean	
  air	
  and	
  water	
  environmental	
  goals.	
  
	
  
CCPC	
  looks	
  forward	
  to	
  finding	
  solutions	
  and	
  working	
  with	
  ARB	
  staff	
  to	
  improve	
  
the	
  cap-­‐and-­‐trade	
  program	
  and	
  amendments	
  necessary	
  to	
  ensure	
  we	
  have	
  a	
  
program	
  in	
  place	
  that	
  meets	
  the	
  goals	
  of	
  AB	
  32	
  while	
  protecting	
  the	
  
stakeholders	
  being	
  held	
  accountable	
  for	
  the	
  system	
  to	
  be	
  a	
  success.	
  Should	
  you	
  
have	
  any	
  questions	
  or	
  need	
  anything	
  further	
  from	
  us,	
  please	
  feel	
  free	
  to	
  contact	
  
Shelly	
  Sullivan	
  at	
  (916)	
  858-­‐8686	
  
	
  
	
  
	
  
cc:	
   California	
  Air	
  Resources	
  Board	
  Members	
  
	
   Dr.	
  Steve	
  Cliff,	
  Senior	
  Advisor	
  to	
  the	
  Chair	
  
	
   Richard	
  Corey,	
  Executive	
  Officer	
  
	
   Edie	
  Chang,	
  Deputy	
  Executive	
  Officer	
  

                                                                                                                                                          
 


